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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

BALANCE SHEETS

AS OF DECEMBER 31, 2003 AND 2002

(UNAUDITED)
($ IN THOUSANDS)
ASSETS
Current Assets:
Cash and Cash Equivalents...............n 35,087 1 % 25,273
Short=-Term INVESTNENIS. oottt raae e s - -
Receivables and Patrons' Checks (Net of Allowance for
Doubtful Accounts - 2003, $3,472 ; 2002, $3,854 ..NOTE 3 3,862 4,493
EEVETILOTIES. c.vvveeeeeeeeeeeeetaietee e s et e e e es e bt e s e ee e sbncaeern e s e s e et anne e vanes 1,475 1,860
Prepaid Expenses and Other Current ASSets.........c.ooooii NOTE 4 3,519 2,497
Total Current ASSEUS. ... it 43,943 34,123
Investments, Advances, and Receivables................. NOTES 5 & 14 1,346,392 1,280,593
Property and EQUipment - GTOSS. ..ot 666,804 594,623
Less: Accumulated Depreciation and Amortization.. (304,679) (279,140)
Property and Equipment = NeT ... 362,125 315,483
OTHET ASSELS. o1 veeesscereaaseereeeeaesiivessiaste e et e eae e et e e et s e buassne s seeae s n s s 1,463 1,978
OTA] ASSEES. eevreeereeirireseeeseaettetttesete e st ate et ceenEaue e aee e sa e sbe e et saaese e e na e an e ae e s 1,753,923 1 § 1,632,177
LIABILITIES AND EQUITY
urrent Liabilities:
Accounts Payable....i . 3,846 12,913
Notes Payable. ..o - -
Current Portion of Long-Term Debt:
Due 10 ATFTHAES. ..ot . - -
(@1 Y= SURUT O S OSSOSO PP SPRUORON 209 189
Income Taxes Payable and Accrued...........ocooooiviniiiiine - -
Other Accrued Expenses.................. ..NOTE 6 20,709 39,595
Other Current Liabilities.. e 538 767
Total Current LiabilitIes. ...oooiii ettt sren e s ae e a e e s 25,302 53,464
ong-Term Debt:
DUE 10 ATTTHALES. .ottt ettt NOTE 8 715,000 715,000
101117 SRUTT TS O R O U SRR USSR SO SRV SRV ORPROORUP PP 376 585
eferred CTedilS. ..o e 16,324 16,395
FOther LIabilies. ..o NOTE 7 941,710 797,286
ommitments and CONUNZENCIES....oooiriiiiiiiiiic e criaeeca e e e NOTE 15
AT LAADIIITIES .11ttt ettt 1,698,712 1,582,730
1Stockholders', Partners', or Proprietor's EqQuity..........n 55,211 49,447
otal Liabilities and BQUITY....cccoori oo . 1,753,923 | § 1,632,177

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the Notes.

4/01 CCC-205



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2003 AND 2002

(UNAUDITED)
($ IN THOUSANDS)

{Revenue:
| CASINO. .o 371,044 363,464
ROOITIS. ..ttt ettt ettt bttt e e e 26,838 17,824
Food and BeVETAZE.........cccoiiiii it 50,879 49 820
L@ 1151 SO OO PSSO OOT PSP URRPP 5,197 7,241
TOtal REVEIIUE. ..o e 453,958 438,349
Less: Promotional AHOWANCES...........oooeiiiiiiiiiiiicece e 109,197 101,111
NEL REVEIUE. ...ovtiir et e 344,761 337,238
|Costs and Expenses:
Cost of Goods and SeIVICES........uuweii i 196,824 189,318
Selling, General, and Administrative.......................ii 32,695 34,459
Provision for Doubtful ACCOUNtS...............oooiiiiiii e (11 672
Total Costs and Expenses 229,508 224,449
ross Operating Profit............o 115,253 112,789
Depreciation and AMOTtZation. ..........ccooooiiiiiiiii e 27,085 26,362
Charges from Affiliates Other than Interest:
Management FEees. ... -
OTHET ettt NOTES 2,9 & 11 16,742 16,597
Income (L0ss) fTom OpPerations.......c.cooiiiiiiiiiiiaiare ot 71,426 69,830
ther Income (Expenses):
Interest (Expense) - Affiliates..........ccon. NOTE 8 (57,797) (57.,815)
Interest (Expense) - External............... - -
Investment Alternative Tax and Related Income (Expense) - Net................ (1,392) (4,026)
Nonoperating Income (Expense) - Net................ NOTE 12 887 703
Total Other Income (EXPenses).........coooiriiiiiiiiiiii e (58,302) (61,138)
Income (Loss) Before Income Taxes and Extraordinary Items......................... 13,124 8,692
1 Provision (Credit) for Income TaXes...........coovoviiiivnnnc 7,360 6,689
|Income (Loss) Before Extraordinary Items..............o 5,764 2,003
Extraordinary Items (Net of Income Taxes -
2003, 8 ; 2002, $ e - -
INet INCOME (LOSS). ..ottt e 5,764 2,003

4/01

The accompanying notes are an integral part of the financial statements.
Valid comparisons cannot be made without using information contained in the Notes.

CCC-210



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED DECEMBER 31, 2003 AND 2002

(UNAUDITED)
(§ IN THOUSANDS)
{Revenue:
: 90,442 86,643
7,980 4,169
11,710 12,364
749 1,726
110,881 104,902
Less: Promotional AHOWAanCes. ..ot 28,992 25,591
NEt REVENUE. ..o 81,889 79,311
Costs and Expenses:
Cost of Goods and SEIVICES..........oiiiiiiiiie et 48,308 47,712
Selling, General, and Administrative...............i 8,390 8,229
Provision for Doubtful ACCOUNTS.........ooioiiiii i (124) 54
Total Costs and EXPENSES.......ocoiioiiiiiiii oo sa e 56,574 55,995
Gross Operating Profit........... 25,315 23,316
Depreciation and AMOMMZAION..........ccooviiiriiiiiiiiei e 7,278 6,260
Charges from Affiliates Other than Interest:
Management Fees. ... - -
ONBT. oo NOTES 2,9, & 10 4,131 4,100
come (L088) from OPerations...........coooiiiieiiiii i 13,906 12,956
ther Income (Expenses):
Interest (Expense) - AlIates ... (14,448) (14,452)
Interest (Expense) - External................ - -
Investment Alternative Tax and Related Income (Expense) - Net.................. (250) (547)
Nonoperating Income (Expense) - Net...............in 164 181
Total Other INcome (EXPEISES ). . c.vvioiiiiiiiiir it (14,574) (14,818)
1Income (Loss) Before Income Taxes and Extraordinary Items........................ (668) (1,862)
1 Provision (Credit) for Income Taxes.......cocoorvirierriivreian 1,906 2,216
1Income (Loss) Before Extraordinary Ems............c.ocoooooeoiiiioiinnnn. (2,574) (4,078)
Extraordinary Items (Net of Income Taxes -
2002, $ 12001, 8 TR PU U P RS OPOUPURR SRS PP PP - -
€1 TNCOIME (OS5t (2,574) (4,078)

4/01

The accompanying notes are an integral part of the financial statements,
Valid comparisons cannot be made without using information contained in the Notes.

CCC-215
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TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC.

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2003 AND 2002

(UNAUDITED)
($ IN THOUSANDS)
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES.............o. $ 96,174 | § 71,751
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of Short-Term Investment Securities..........ccocoovvviivrrr e

Proceeds from the Sale of Short-Term Investment Securities.........ccooovvrninencee.

Cash Outflows for Property and Equipment.........cooooiveiinncie e (81,585) (74,516)

Proceeds from Disposition of Property and Equipment......c..ccccooooriiiiinnn. 14 89

Purchase of Casino Reinvestment Obligations..............ococovoveviivoreer oo (4,600) (4,510)

Purchase of Other Investments and Loans/Advances made...........c.ccoovin

Proceeds from Disposal of Investments and Collection

of Advances and Long-Term Receivables.............ocooviiiiii,

Cash Outflows to Acquire Business Entilies.........ocoooiieiirinicceiee
Net Cash Provided (Used) By Investing ACHVIHES.........oooooviieieee i (86,171) (78,937)
CASH FLOWS FROM FINANCING ACTIVITIES:

Cash Proceeds from Issuance of Short-Term Debt..................

Payments to Settle Short-Term Debt...........ooiiii 20 3

Cash Proceeds from Issuance of Long-Term Debt............oooiiiiiiiin.

Costs of Issting Debto e

Payments to Settle Long-Term Debt.........oooiiiiiii e (209) (174)

Cash Proceeds from Issuing Stock or Capital Contributions...........cocvcecnrccvineen.

Purchases of Treasury StOCK. ...

Payments of Dividends or Capital Withdrawals................................. - -
Net Cash Provided (Used) By Financing AcHVIHES.......coo.oovvoiiiiiieen e (189) (171)
Net Increase (Decrease) in Cash and Cash Equivalents..........cocooin 9,814 (7,357)
Cash and Cash Equivalents at Beginning of Period..............coo 25,273 32,630
Cash and Cash Equivalents at End of Period ... 35,087 | § 25,273
CASH PAID DURING PERIOD FOR:

Interest (Net of Amount Capitalized) 69,888 | § 57,388

INCOINIE THXES oo oveo oo ettt 1,752 1 8 700

The accompanying notes are an integral part of the financial staternents.
Valid comparisons cannot be made without using information contained in the Notes.

4/01

CCC-235



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT, INC. Page 20f2

STATEMENTS OF CASH FLOWS

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2003 AND 2002

(UNAUDITED)
($ IN THOUSANDS)

NET CASH FLOWS FROM OPERATING ACTIVITIES:

Net INCOME (LLOSS) ... orreeieirie ettt e et mese e

Noncash Items Included in Income and Cash Items
Excluded from Income:
Depreciation and Amortization of Property and Equipment....

Amortization of Other ASSelS. ..ot

Amortization of Debt Discount or Premium....

Deferred Income Taxes - Current....................

Deferred Income Taxes - NORCUITEn......oooooc i

(Gain) Loss on Disposition of Property and Equipment.............c..coooi.

(Gain) Loss on Casino Reinvestment Obligations.............cociveiiiinns

(Gain) Loss trom Other Investment ACHVIHES............cooiemieieiivieinienes

Net (Increase) Decrease in Receivables and Patrons'
CRECKS. o it

Net (Increase) Decrease in Inventories. ...

Net (Increase) Decrease in Other Current ASSets..........oocooiien

Net (Increase) Decrease in Other ASSels. ...

Net Increase (Decrease) in Accounts Payable......................

Net Increase (Decrease) in Other Current Liabilities
Excluding Debt.. ..o

Net Increase (Decrease) in Other Noncurrent Liabilities
Excluding Debt......oiii

Net (Increase) Decrease in Invest.. Advances, and Receivables.

Net Cash Provided (Used) By Operating ACUVIHES.........occooiiiriiriiia

$ 5764

2,003

27,085

26,362

340

341

(7D

(4,801)

32

(89)

1,392

4,027

631

467

384

500

(1,022)

(757)

19

(172)

(1,157)

7,921

(19,115)

4,185

144,424

368,101

(62,532)

(336,337)

A

96,174

71,751

SUPPLEMENTAL DISCLOSURE OF CASH FLOW

INFORMATION

ACQUISITION OF PROPERTY AND EQUIPMENT:
Additions to Property and EQUIPMENt.. ..o

Less: Capital Lease Obligations Incurred...

Cash Outflows for Property and Equipment

ACQUISITION OF BUSINESS ENTITIES:
Property and Equipment Acquired...

GoodWill ACQUIFEd. ..ot

Net Assets Acquired Other than Cash, Goodwill, and
Property and EQUIPMENnt ...

Long-Term Debt Assumed.

Issuance of Stock or Capital Invested...........cooiiiiiiie

Cash Outtlows to Acquire Business Entities ...

STOCK ISSUED OR CAPITAL CONTRIBUTIONS:
Total Issuances of Stock or Capital Contributions ...

Less: Issuances to Settle Long-Term Debt. ...,

Consideration in Acquisition of Business Entities...............

1Cash Proceeds from Issuing Stock or Capital Contributions............c..coon

£ 81,585

74,516

¥ 81,585

74,516

The accompanying notes are an integral part of the {inancial statements.
Valid comparisons cannot be made without using information contained in the Notes.

4/01 CCC-235



TRADING NAME OF LICENSEE: ATLANTIC CITY SHOWBOAT

SCHEDULE OF PROMOTIONAL
EXPENSES AND ALLOWANCES

($ IN THOUSANDS)

FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2003

337,878 23,562
Food 1,812,923 24,275
Beverage 6,703,666 9,090
Travel - 4,127 722
Bus Program Cash 780,904 11,084
Other Cash Complimentaries 1,494,853 39,926 - -
Entertainment 9,638 355
Retail & Non-Cash Gifts -
Parking 434,096 868
Other 4,199 37 16,516 1,239
Total 11,578,157 109,197 20,643 1,961

FOR THE THREE MONTHS ENDED DECEMBER 31, 2003

Rooms 56,990 6,994 -

Food 405,964 5,444

Beverage 1,521,153 2,063

Travel 756 132

Bus Program Cash 210,036 2,828 -

Other Cash Complimentaries 403,654 11,658 - -

Entertainment - -

Retail & Non-Cash Gifts

Parking - -

Other 552 5 3,678 276
Total 2,598,349 28,992 4,434 408

*Included in the other Promotional Expenses is the cost of Cigarette and Cigar complimentaries in the amount of $298,000.
*Included in the other Promotional Expenses is the cost of Invited Guest Gifts in the amount of $317,000.
*No other individual complimentary service or item within the "Other" category exceeds 5% of that column's total.’

4/01 CCC-2458



(1)

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Summary of Significant Accounting Policies

Nature of Operations

Atlantic City Showboat, Inc. (the Company), is a wholly owned subsidiary of Ocean Showboat,
Inc. (OSI), which is a wholly owned subsidiary of Showboat, Inc. (SBO). SBO is a wholly owned
subsidiary Harrah’s Operating Company, Inc. (HOC), which is a wholly owned subsidiary of -
Harrah’s Entertainment, Inc. and Subsidiaries (HARRAH’S). OSI was incorporated in 1983 and is
a holding company with its principal assets being investments in the Company. The Company
conducts casino gaming operations and operates full supportive services of hotel, restaurant, bar
and convention facilities at the Showboat Hotel and Casino in Atlantic City, New Jersey (Atlantic
City Showboat).

On June 1Ist, 1998, HARRAH’S, a Delaware corporation, purchased SBO and its subsidiaries.

Revenue Recognition

Casino revenues consist of the net win from gaming activities, which is the difference between
gaming wins and losses. Revenues from hotel and other services are recognized at the time the
related services are performed.

Promotional Allowances

Gross revenues include the retail value of complimentary food, beverage, theater and hotel services
furnished to patrons. The retail value of these promotional allowances is deducted to arrive at net
revenues. As more fully disclosed in the paragraph “Recent Accounting Pronouncements”
promotional allowances have been expanded to include cash rebates. The estimated cost of
providing complimentary services and cash rebates to customers for the twelve months ended
December 31 2003 and 2002, respectively, were as follows:

2003 2002
Food and Beverage $25,314 $29,056
Rooms 11,455 12,299
Other 1,742 2,265
Bus Program Cash 11,084 11,918
Other Cash Complimentaries 39.926 36,631

$89,521 392,169

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with a maturity of three months or
less, at the time of purchase, to be cash equivalents..



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Inventories

Inventories of provisions and supplies are valued at the lower of cost (weighted average basis) or
market.

Financial Instruments

The carrying amount of cash equivalents, receivables and all current habilities approximates fair
value due to their short-term nature. The fair value of a financial instrument is the amount at which
the instrument could be exchanged in a current transaction between willing parties. After giving
effect to their allowances, the Casino Reinvestment Development Authority (CRDA) bonds and
deposits approximately indicate their fair value based upon their below market interest rates. The
carrying amount of long-term debt is estimated to approximate its fair value as the stated rates
approximate current rates.

Property and Equipment

Property and Equipment is carried at cost. Depreciation including amortization of capitalized
leases 1s computed using the straight-line method. The cost of maintenance and repairs is charged
to expense as incurred; significant renewals and betterments are capitalized. Estimated useful lives
for Property and Equipment are 5 to 15 years for Land Improvements, 10 to 40 years for buildings
and 3 to 10 years for furniture and equipment.

Income Taxes

Deferred tax assets and liabilities represent the future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases.

Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled.
The effect of a change in existing tax rates is recognized as an increase or decrease to the tax
provision in the period that includes the enactment date.

The Company is included in the consolidated federal income tax group of HARRAH’S.
Accordingly, income taxes are allocated based on the separate return method except that tax
benefits available to the Company are recognized when generated by the Company to the extent
utilized by the group, including carrybacks.

Deferred Financing Cost

Costs associated with the issuance of debt have been deferred and are being amortized to interest
expense over the life of the related indebtedness using the straight-line method that approximates
the effective interest method.

Long-lived Assets

The provisions of Statement of Financial Accounting Standards (“SFAS”) No. 121, “Accounting
for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” requires,
among other things, that an entity review its long lived assets and certain related intangibles for



(2

3

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Long-lived Assets (Cont.)

impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be fully recoverable. The assessment for potential impairment is based primarily on
the Company’s ability to recover the unamortized balance of its long-lived assets from expected
future cash flows from its operations on an undiscounted basis. The Company is not aware of any
events or changes in circumstances that indicate that the carrying amount of any asset may be
impaired.

Accounting Estimates

The preparation of these financial statements in conformity with generally accepted accounting
principals requires the Company to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results may differ from these estimates.

The Company provides an allowance for doubtful accounts arising from casino, hotel and other
services, which is based upon a specific review of certain outstanding receivables and historical
collection performance. In determining the amount of the allowance, the Company is required to
make certain estimates and assumptions and actual results may differ from those assumptions.

Related Party Transactions

The Company is charged a fee from HOC for administrative services (including executive,
financial, information technology, legal, marketing, and tax planning and compliance). The
Company was charged $6,198 and $6,158 for the twelve months ended December 31 2003 and
2002, respectively, for these services.

As more fully disclosed in Note 5, the Company transfers cash in excess of its operating needs to
HARRAH’S on a daily basis. As more fully disclosed in Note 7. services are provided by
HARRAH’S and cash is transferred from HARRAH’S to the Company based upon the needs of
the Company to fund daily operations. No interest is paid or (earned) on the amount shown as Due
To (From) Affiliates in the accompanying statements.

As more fully disclosed in Note 8, the Company has Intercompany Promissory Notes Payable
totaling $715,000.

As more fully disclosed in Note 9, the Company leases land from a subsidiary of SBO.
Receivables

As of December 31, 2003 and 2002, Receivables consisted of the following:

2003 2002
Casino $5,339 $5,857
Hotel 241 169
Other 1,754 2,361
7,333 8,387
Less allowance for doubtful accounts 3472 3,894

$3.862 4,493



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

4) Prepaid Expenses & Other Current Assets

As of December 31, 2003 and 2002, Prepaid Expenses and Other Current Assets consisted of the

following:

2003 2002

Prepaid Slot License $1,002 $882
Prepaid Insurance 88 590
Deposits 192 151
Prepaid Advertising 19 842
Prepaid Rent 868 0
Prepaid Contracts/Utilities 141 128
Prepaid Income Taxes 395 0
Other ‘ 814 404
33,519 2,497

(5) Investments, Advances & Receivables

As of December 31, 2003 and 2002, Investments, Advances and Receivables consisted of the

following:

2003 2002
CRDA Deposits (Note 13) $19,184 $14,970
CRDA Bonds (Note 13) 15,715 14.851
34,899 29,821

Less: Valuation Allowance on CRDA
Investments (10.,348) (9.070)
CRDA Investments, Net 24,551 20,751
Due From Affiliates 1.321.841 1,259,842

$1,346,392 $1,280,593

Due From Affiliates consisted of the following:

2003 2002
HARRAH’S $1,321,416 $1,258,883
Harrah’s Atlantic City 61 593
Showboat Indiana 14 14
Harrah’s Lake Tahoe 19 22
Harrah’s Joliet 8 g
Harrah’s Ak-Chin 291 290
Harrah’s North Kansas City 32 32

31,321,841 31,259,842




ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements

(Dollars In Thousands)
(6) Other Accrued Expenses
As of December 31, 2003 and 2002, Other Accrued Expenses consisted of the following:
2003 2002
Salaries and Wages $8,505 $8,652
Taxes, Other Than Taxes on Income 1,736 961
Accrued Advertising and Promotion 1,853 1,988
Accrued Interest 4,782 22,065
Other 3.833 5,929
$20,709 $39.595
(N Other Liabilities
As of December 31, 2003 and 2002, Other Liabilities consisted of the following:
2003 2002
Due to Affiliates, Long-Term $941,555 $796,904
Other 155 : 382
$941,710 $797,286
Due To Affiliates, Long Term consisted of the following:
2003 2002
HARRAH’S $517,804 $393,360
SBO 408,432 391,812
Harrah’s Las Vegas 6,435 6,437
Harrah’s Reno 34 14
Harrah’s Tunica 12 12
Harvey’s Tahoe 663 662
Harrah’s Laughlin 14 0
Rio Las Vegas 83 83
0sI 38 38
Harrah's Atlantic City 7,172 3,958
Showboat Operating Company 868 528
$941,555 $796.904
(8) Long Term Debt. Due to Affiliates

As of December 31, 2003 and 2002 Long-Term Debt, Due to Affiliates consisted of the following:

2003 2002
9 i % Promissory Note - Due 2008 $215,000 $215,000
7 Y % Promissory Note — Due 2009 500,00 500,

Total Long Term Debt $715.000 $715.000



G
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ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Long Term Debt, Due to Affiliates (Cont.)

On May 18, 1993, SBO issued $275,000 of 9 1/4% First Mortgage Bonds due 2008 (9 %4 %
Bonds) and subsequently loaned approximately $215,000 of the proceeds to the Company
evidenced by an intercompany promissory note with terms and conditions consistent with those of
the 9 4% Bonds.

Subsequent to the acquisition of SBO by HARRAH’S on June 1, 1998, HARRAH’S completed
tender offers and consent solicitations for SBO’s 9 ¥4 Bonds.

As a result of the receipt of the requisite consents, HARRAH’S eliminated or modified
substantially all of the negative covenants, certain events of default and made other changes to the
respective indentures governing the 9 %4 Bonds. The Company’s intercompany promissory note
with SBO remained unchanged. On January 15, 1999 the Company entered into a $500,000
intercompany promissory note with HOC. For value received, the Company promises to pay HOC
the principal sum of $500,000 on January 15, 2009 and to pay interest thereon at the rate of 7 2 %
per annum. Payments of interest shall be made semiannually on January 15 and July 15 of each
year, commencing July 15, 1999, and shall be calculated on the basis of a 360-day year.

On March 12, 2003 both the 9 % % and 7 2 % Promissory Notes were assigned by their respective
holders to Gaming Entertainment Limited, a foreign entity that is wholly owned by HARRAH’s.
The terms and amounts of the debt were not affected by this assignment. The only notable change
is that interest will be paid monthly instead of semiannually.

Interest payments related to long-term debt are included in the Amounts Due to Affiliates.

Leases

The Company leases a warehouse under a long-term lease agreement that 1s capitalized as a capital
lJease. The Company has the option to purchase the warehouse from January 1, 2006 through
March 31, 2006 at an option price of approximately $1,928.

The Company leases 10 1/2 acres of Boardwalk property in Atlantic City, New Jersey for a term
ending in 2082 from an affiliate. Annual rent payments, which are payable monthly, commenced
upon opening of the Atlantic City Showboat. The rent is adjusted annually based upon changes in
the Consumer Price Index. In April 2003, the annual rent increased $308 to $10,415. The
Company is responsible for taxes, assessments, msurance and utilities. Rent expense under this
lease for the twelve months ended December 31 2003 and 2002, was $10,338 and $10,072
respectively.



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

9 Leases (Cont.)

Leases (with initial or remaining terms in excess of one year) as of December 31, 2003:

Capital Operating
Lease Leases
Year ending December 31,
2004 $258 $3,292
2005 258 2,822
2006 151 2,463
2007 1,943
2008 22
Thereafter
Total minimum lease payments 667 $10,542
Less amount representing interest (82)
Present value of minimum lease payments $585

Rent expense for all operating leases (except those with terms of a month or less that were not
renewed) was $4,757 and $3,971 for the years ended December 31, 2003 and 2002 respectively.

(10) Income Taxes (Benefit) .
For the years ended December 31, 2003 and 2002, Income Tax Expense (Benefit) consisted of the

following:
2003 2002
Federal:
Current $4,567 $3,552
Deferred 2 (2.849)
4,569 703
State :
Current 2,865 6,462
Deferred (74) (476)
2,791 5,986
Total
Current 7,432 10,014
Deferred (72) (3,325)
$7.360 $6,689

The provision for income taxes for the twelve months ended December 31, 2003 and 2002 differs
from the amount computed at the statutory rate as follows:

2003 2002
Federal income tax at statutory rate $4,595 $900
State income taxes, net of federal benefit 2,792 5,986
Other, net 27) (197)

$7.360 $6,689



ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

ao Income Taxes (Benefit) (Cont.)

Temporary differences between the financial statement carrying amounts and tax basis of assets
and liabilities that give rise to significant portions of the net deferred tax liability relate to the
following:

2003 2002
Deferred tax assets:

CRDA Obligation $(4,347) $(3,715)
Accrued Vacations (1,519) (1,496)
Allowance Doubtful Accounts (1,418) (1,591
Wide Area Progressive Trust ©(9,450) (6,612)
Other : (1,502) (1.456)
Total Deferred Tax Assets {18,236) (14,870)

Deferred Tax Liabilities:
Depreciation and Amortization 34,560 31,265
Net Deferred Tax Liability 16,324 16,395

a1 Stock Plans
HARRAH’S has various incentive plans under which restricted shares or stock options may be

granted to key employees of the Company. Compensation expense of $206 and $368 was
recognized for the twelve months ended December 31, 2003 and 2002, respectively.

(12) Non-operating Income (Expense)

For the twelve months ended December 31 2003 and 2002, Non-Operating Income (Expense)
consisted of the following:

2003 2002

Interest Income $919 $614
Gain/Loss on Asset Sales 32) 89
887 $703



(13)

(14)

ATLANTIC CITY SHOWBOAT, INC.
Notes to Financial Statements
(Dollars In Thousands)

Emplovee Benefit Plans

The Company maintains a retirement and savings plan for eligible employees who are not covered
by a collective bargaining agreement. Under the terms of the plan adopted on July 1, 1999,
eligible employees may defer up to 6% of their compensation, as defined, of which 100% of the
deferral is matched by the Company. Eligible employees may contribute an additional 10% of their
compensation, which will not be matched by the Company. Amounts contributed by the Company
vest over a five-year period. The Company contributed $1,848 and $2,060 to this plan for the
twelve months ended December 31 2003 and 2002, respectively.

The Company's union employees are covered by union-sponsored, collectively bargained, multi-
employer pension plans. Contributions are generally determined in accordance with the provisions
of negotiated labor contracts and generally are based on the number of hours worked.
Contributions to the plans were $1,106 and $951 during the twelve months ended December 31,
2003 and 2002, respectively.

New Jersey Investment Obligation

The New Jersey Casino Control Act (Act) provides, among other things, for an assessment on a
gaming licensee equal to 1.25% of their gross gaming revenues in lieu of an investment alternative
tax equal to 2.5% of gross gaming revenues. The Company may satisfy this investment obligation
by investing in qualified eligible direct investments, by making qualified contributions or by
depositing funds with the CRDA. Funds deposited with the CRDA may be used to purchase bonds
designated by the CRDA or, under certain circumstances, may be used to purchase bonds
designated by the CRDA in exchange for credits against future CRDA investment obligations.
CRDA bonds have terms up to 50 years and bear interest at below market rates.

Deposits with the CRDA bear interest at two-thirds of market rates resulting in a current value
Jower than cost. As more fully disclosed in Note 5, at December 31, 2003 and 2002, Investments,
Advances, and Receivables include $24,551 and $20,751 respectively, representing the Company's
bond purchases and deposits with the CRDA, net of the valuation allowance. The carrying value of
these deposits, net of the valuation allowance, approximates fair value.

In December 1999 the CRDA approved a credit exchange agreement between the Company and
Harrah’s Atlantic City (HAC). The CRDA approved an exchange of $4,628 of HAC South Jersey
Future Obligations from the Company’s Atlantic City Housing Current Obligations. The exchange
was implemented by the immediate transfer of $4,628 from the Company’s Atlantic City Housing
Obligations to HAC. In accordance with the exchange agreement, $4,628 of HAC South Jersey
Future Obligations shall be transferred back to the Company’s South Jersey Current Obligations
upon payment by HAC of such Obligations received by the CRDA on future Quarterly Payment
Dates.



as)

Commitments and Contingencies

Litigation

The Company is a party in various legal proceedings with respect to the conduct of its operations.
Although a possible range of loss cannot be estimated, in the opinion of management, settlement or
resolution of the proceedings should not have a material adverse impact on the financial position or
results of operations of the Company.

License Renewal

During January 2001, the New Jersey Casino Control Commission (the “CCC”) renewed the
Company’s license to operate its casino hotel complex in Atlantic City. A casino license is not
transferable, and must be renewed every four years by filing an application which must be acted
upon by the CCC no later than 30 days prior to the expiration of the license then in force.




STATEMENT OF CONFORMITY, ACCURACY AND COMPLIANCE

1. | have examined this Quarterly Report.

2. All the information contained in this Quarterly Report has been prepared in conformity
with the Casino Control Commission's Quarterly Report Instructions and Uniform Chart
of Accounts.

3. To the best of my knowledge and belief, the information contained in this report is
accurate.

4. To the best of my knowledge and belief, except for the deficiencies noted below, the
licensee submitting this Quarterly Report has remained in compliance with the financial
stability regulations contained in N.J.A.C. 19:43-4.2(b)1-5 during the quarter.

Signature - Anthony P. Rodio

Vice President of Finance & Admin.
Title

7022-11
License Number

On Behalf Of:

Atlantic City Showboat, Inc.
Casino Licensee

4/01 CCC-249



SCHEDULE OF RECEIVABLES AND
PATRONS' CHECKS

LICENSEE ATLANTIC CITY SHOWBOAT, INC

FOR THE YEAR ENDED DECEMBER 31, 2003

TO THE
CASINO CONTROL COMMISSION
OF THE

STATE OF NEW JERSEY




TRADING NAME OF LICENSEE _ATLANTIC CITY SHOWBOAT, INC.

SCHEDULE OF RECEIVABLES AND
PATRONS' CHECKS

FOR THE YEAR ENDED DECEMBER 31, 2003

(UNAUDITED)
($ IN THOUSANDS)

ACCOUNTS RECEIVABLE BALANCES

Patrons' Checks:

Undeposited Patrons' Checks...cooooooiiiincs 3 1,295

Returned Patrons’ ChecksS.....occocoirniriininiiinere e $ 3,955
Total Patrons' ChecksS. ..o 3 5,250 1 $ 3410 | § 1,840
Hotel Receivables......oooioiiiiiieiiee e ere e sreeenae e $ 241 1% 6218 179

Other Receivables:

Receivables Due from Officers and Employees................. $ -
Receivables Due from Affiliates............ $ -
Other Accounts and Notes Receivables $ 1,843
Total Other Receivables......oovicvviiiioeiieieieie e ereeend $ 1,843 $ 1,843
Totals (FOrm CCC-205)........vrvecererirecriirecosisssreserossnsscineees s 7334 | 5 ' 3472 | 8 3,862

UNDEPOSITED PATRONS' CHECKS ACTIVITY

Beginning Balance (JAMUATY D).

Counter Checks Issued (Excluding Counter Checks Issued Through Transactions
Relating to Consolidations, Partial Redemptions, Substitutions, and Patrons’
CaSN DIEPOSTES ). ove v ovaererrmsins et emies et cni e cs s b b ees e s h s b $ 51,137

Checks Redeemed Prior to Deposit (Excluding the Unredeemed Portion of Counter
Checks Redeemed Through Partial Redemptions, and Excluding Checks Redeemed
Through Transactions Relating to Consolidations, Substitutions, and Patrons’

Cash DEPOSILS)..ecuirrrrrirrieeiis ittt .18 (30,195)
Checks Collected Through Deposits......... (19,500)
Checks Transferred 10 Returned CheCKS. ...t s en e $ (1,573)
ONET AQJUSHITIEIILS ¢+ ot eeearmt e s ecemies et et eee s ees e ea e sk r e ca eS8 b bR b
ENGINE BAIANCE. .ottt S $ 1,295
3
s (1)
0.0%
Under penalties of perjury, | declare that | have examined this Schedule of Receivables and Patrons' Checks and to the bes owledge
and belief, it is true and complete.
3/31/04 Y
Date Signature

Vice President of Finance and Admin.
Title of Officer

4/01 ‘ CCC-340



ANNUAL EMPLOYMENT
AND PAYROLL REPORT

LICENSEE ATLANTIC CITY SHOWBOAT, INC

FOR THE YEAR ENDED DECEMBER 31, 2003

TO THE
CASINO CONTROL COMMISSION
OF THE

STATE OF NEW JERSEY




TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC.

ANNUAL EMPLOYMENT AND PAYROLL REPORT

AT DECEMBER 31, 2003
($ in Thousands)

4/61

Vice President of Finance and Admin. CCC-376
Title of Officer

CASINO

Administration 15

Gaming 386

Slots 180

Casino Accounting 290

Simulcasting 4

Other 100
Total - Casino 975 26,949 19219 27,141
ROOMS 334 6,961 74 7,035
FOOD AND BEVERAGE 1058 20,203 135 20,338
OTHER OPERATED DEPARTMENTS
PBX 16 375 375
PARKING 21 325 325
: ADMINISTRATIVE AND GENERAL
| Executive office 4 508 304 812

Accounting and auditing 65 2,779 143 2,922

Security 175 5,320 0 5,320

Other administrative and general department 50 5,700 946 6,646
{MARKETING 4 449 48 497

UEST ENTERTAINMENT 135 639 0 639
I PROPERTY OPERATION AND MAINTENANCH 235 8,202 0 8,202
{TOTALS - ALL DEPARTMENTS 3,072 78,410 1,842 | $ r—(\‘\ﬂ 80,252

Under the penaities provided by law, | declare that | have examined this report, and to the best of my knowledge and belief, it is true and complet &
3/31/04
Date Signature
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TRADING NAME OF LICENSEE ATLANTIC CITY SHOWBOAT, INC

GROSS REVENUE ANNUAL TAX RETURN

FOR THE YEAR ENDED DECEMBER 31, 2003
(% in Thousands)

CASINO WIN:
Table and Other Games Win

Slot Machines WiN ceerricreree e eesetneeres et ete s e eebae e e eeneneensnes
TOLAl Wil iooiviies et e cereiamrenreee e svsrsserneesaaeestrstee s e s e s sasasseeaennns

Less - Adjustment for Uncollectible Patrons’ Checks:
Provision for Uncollectible Patrons' Checks

Maximum Adjustment (4% of line 3)
Adjustment (the lesser of line 4 or line 5)
Gross Revenue (line 3 less line 6)
Tax on Gross Rev.enue - Reporting Year (8% of line 7)
Audit or Other Adjustments to Tax on Gross Revenues in Prior Years
Total Taxes on Gross Revenue (the sum of lines 8 and 9)
Total Deposits Made for Tax on Reporting Year's Gross Revenue

Settlement of Prior Years' Tax on Gross Revenue
Resulting from Audit or Other Adjustments - (Deposits) Credits

Gross Revenue Taxes Payable (the net of lines 10, 11 and 12)

............................................................... 3 43,570
.............................................................. $ 334,186
............................................................... 3 377,55

49
15,110

......................................................................................... $ 49

..................................................................................................... h) 377,706

.................................. O RSIUOT SR PRPPSUUSIUORP 30,217

.................................................................... 3 30,217

..................................................... $ (30,186)

...................................................... 3 31

........................................................... $ (0)

4/01

Sién!&ture\-v

Vice President of Finance and Admin.

Title of Officer

CCcC-381



